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This  report  describes  in  general  terms  three 
types  of  liability  facing  farmers--personal  li- 
ability, liability  to  employees,  and  motor  vehicle 
liability.  Legal  and  financial  responsibilities 
vary  with  the  different  States.  Detailed  informa- 
tion in  a  particular  State  may  be  obtained  from 
insurance  agents,  lawyers,  bankers,  or  from 
representatives  of  farm  organizations.  Infor- 
mation on  liability  under  State  workmen's  com- 
pensation laws  may  be  obtained  from  the  State 
Industrial  Commission  or  Board. 


This  Special  Report  is  a  condensation  of  Agricultural  Information  Bulletin  122, 
"Legal  Liability  Risks  and  Insurance  Protection  for  Farmers,"  by  John  D. 
Rush,  Production  Economics  Research  Branch,  Agricultural  Research  Service. 
Copies  of  the  complete  report  may  be  obtained  from  the  Office  of  Information, 
United  States  Department  of  Agriculture,   Washington  25,   D.   C. 


LEGAL  LIABILITY  RISKS 
AND  INSURANCE  PROTECTION  FOR  FARMERS 

A  farmer  runs  a  greater  risk  now  than  ever  before  of  becoming  involved 
in  a  lawsuit,   because  of  injury  or  death  to  another  person. 

The  rapid  increase  in  power  machinery  on  farms  has  been  accompanied 
by  an  increase  in  accidents. 

The  increase  in  cars  and  trucks  on  farms,    and  the  more  frequent  need  to 
go  into  town  on  business,    increases  a  farmer's  chances  of  becoming  a  party 
to  a  traffic  accident. 

Employees,    especially  those  who  have  worked  in  industry,    are  more  likely 
to  be  aware  of  laws  that  authorize  awards  for  work  injuries. 

Because  of  their  greater  net  worth,    farmers  stand  to  lose  more  today  if 
they  are  called  into  court.     A  court  judgment  could  mean  the  loss  of  lifetime 
savings. 

Liability  insurance,    therefore,    is  more  necessary  to  a  farmer  than  ever 
before. 

In  general,    the  legal  liability  risks  a  farmer  runs  fall  into  three  groups: 
(1)  Personal  liability,   (2)  liability  to  employees,    and  (3)  motor  vehicle  liability. 

PERSONAL  LIABILITY  OF  FARMERS 

As  an  owner  or  occupier  of  property,    a  farmer  must  maintain  his  holdings 
with  due  regard  to  the  safety  of  others.     This  duty  applies  particularly  in  the 
upkeep  of  buildings,    in  the  control  of  his  livestock  on  the  farm,    in  the  whole- 
someness  of  the  products  he  sells,    as  well  as  to  work  undertaken  by  him  both 
on  and  off  the  farm. 

Under  personal  liability,    a  farmer  is  responsible,    among  other  things,    for 
the  following: 

(1)  To  warn  his  tenant  of  any  hazard  on  the  premises  that  would  not 
ordinarily  be  detected. 

(2)  To  safeguard  visitors  on  his  premises.     (His  highest  responsibility 
is  to  those  he  directly  or  indirectly  invites  on  his  place;  he  is  less 
responsible  for  licensees,    such  as  salesmen;  and  he  owes  tres- 
passers at  least  the  duty  of  not  knowingly  harming  them.) 

(3)  To  keep  his  livestock  off  highways  where  they  may  cause  accidents 
resulting  in  injury  to  motorists  or  to  property. 

(4)  To  provide  safeguards  in  handling  vicious  animals. 

(5)  To  prevent  fire  from  spreading  from  his  property  to  the  premises 
of  another. 
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(6)  For  his  own  negligence  if  an  employee  is  injured  while  at  work. 

(7)  To  his  own  employees  and,    under  certain  circumstances,    those 
of  a  contractor  doing  work  on  his  farm,    even  though  the  con- 
tractor might  carry  insurance. 

Two  Types  of  Personal  Liability 
Insurance  Policies 

There  are  two  types  of  personal  liability  insurance  policies  available  to 
farmers: 

(1)  The  Owner's,    Landlord's,    and  Tenant's  (OL&T)  form,    which 
may  or  may  not  include  the  Employer's  Liability  -  Farm 
Employees  coverage,   and 

(2)  The  Farmers'  Comprehensive  Personal  Liability  (FCPL)  form. 

An  OL&T  policy  covers  the  farmer's  legal  liability  to  the  public  while  on 
his  premises.     If  a  farmer  wishes,   he  may  extend  coverage  of  his  liability  to 
farm  employees  by  including  the  Employer's  Liability  -  Farm  Employees 
coverage. 

A  new  and  broader  policy,    the  Farmers'  Comprehensive  Personal  Liability 
policy,    was  introduced  in  1948.     Under  it,    the  farmer  obtains  protection  against 
suits  brought  by  others  for  bodily  injury  or  property  damage,    and  the  policy 
also  (1)  protects  him  from  suit  by  a  consumer  who  bought  the  farmer's  prod- 
uct through  a  second  party,    (2)  covers  liability  involved  in  any  written  lease 
between  a  tenant  farmer  and  his  landlord  that  is  acceptable  to  the  company, 
(3)  provides  medical  payments  to  injured  persons  without  regard  to  whether 
the  farmer  is  legally  liable,    and  (4)  provides  protection  against  suits  that  re- 
sult from  injuries  by  automobiles  used  on  the  farm  that  are  not  licensed  for 
highway  use. 

Farm-type  tractors  and  farm  implements  are  covered  anywhere,    whether 
licensed  or  not,   unless  they  are  used  for  hire. 

The  basic  Farmers'  Comprehensive  Personal  Liability  policy  can  be  ex- 
tended,  with  payment  of  additional  premiums,   (1)  to  cover  any  liability  re- 
sulting from  custom  work  that  a  farmer  undertakes;  (2)  to  provide  protection 
against  lawsuits  by  injured  employees,    as  well  as  for  medical  benefit  pay- 
ments to  them,    if  the  State  workmen's  compensation  law  does  not  require 
these  employees  to  be  protected  by  workmen's  compensation  insurance;  and 
(3)  to  include  medical  payments  for  any  neighbors  who  do  odd  jobs  for  them 
on  a  swap-labor  basis. 

Maximum  Payment  and  Cost 
of  FCPL  Policy 

Under  the  standard  basic  FCPL  policy,    $10,000  is  the  maximum  payment 
for  each  accident  or  occurrence  involving  bodily  injury  or  property  damage. 
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The  smallest  farm  covered  by  the  basic  policy  is  5  acres.     For  a  farm  of 
this  size,    the  premium  might  not  be  more  than  $10  or  $15  for  the  minimum 
basic  amounts  of  protection.     Larger  premiums  are  charged  as  the  farms 
increase  in  size- -usually  increasing  at  the  rate  of  about  $2  per  80  acres,    but 
sometimes  less.     The  rate  also  increases  as  the  policy  is  extended  to  cover 
additional  risks. 

LIABILITY  TO  EMPLOYEES 


Farmers--like  other  employers--are  expected  to  safeguard  their  workmen 
from  harm  while  they  are  on  the  job.     A  farmer  must  provide  them  a  safe 
place  to  work,    furnish  safe  equipment,    and  warn  them  of  any  existing  hazards 
they  would  not  ordinarily  detect.     A  farmer  assumes  a  high  degree  of  respon- 
sibility when  he  allows  his  employees  to  work  in  dangerous  situations  not  of 
their  own  choosing. 

This  type  of  liability,    then,    is  restricted  to  action  against  a  farmer  because 
of  injuries  or  death  suffered  by  a  workman. 

Before  the  passage  of  the  workmen's  compensation  laws,    farmers,   as  well 
as  other  employers,    were  liable  in  court  for  injuries  to  employees  only  when 
the  employers  were  proved  negligent.     On  the  other  hand,    if  an  employee  were 
solely  at  fault,    his  employer  was  not  liable.     Because  of  the  difficulty  of  de- 
ciding liability  when  both  employer  and  employee  were  at  fault  in  some  degree, 
it  was  generally  ruled--under  common-law  doctrine--that  if  the  employee  con- 
tributed to  the  accident  he  could  not  obtain  a  judgment.     In  States  where  the 
workmen's  compensation  laws  do  not  apply  to  farmers,    this  general  rule  still 
applies.     Of  course  there  are  exceptions,    such  as  when  a  farmer  elects  to  take 
workmen's  compensation  insurance  even  though  he  is  not  required  to  do  so. 
Then  the  common-law  rules  on  negligence  do  not  apply.     And,    in  a  few  States, 
laws  have  been  passed  to  reduce  the  liability  of  an  employer  in  cases  of  mutual 
negligence.     This  means,    usually,    that  if  the  injured  employee  is  less  than 
half  at  fault  he  may  still  collect  a  judgment,    though  reduced  in  amount  by  the 
degree  of  his  own  negligence.     As  will  be  pointed  out  later,    payments  are 
made  under  workmen's  compensation  insurance  without  regard  to  fault. 

Workmen's  compensation  laws  were  passed  originally  to  protect  industrial 
employees  working  in  dangerous  occupations.     The  law  in  each  State  sets  up  a 
schedule  of  awards  to  be  paid  by  an  employer  for  each  type  of  injury  an  em- 
ployee might  suffer.     The  matter  of  negligence  is  disregarded.     Over  the  years 
the  protection  of  workmen's  compensation  laws  has  been  extended  to  employees  in 
less  dangerous  occupations. 

With  the  increased  use  of  machinery  on  farms,    and  the  resulting  toll  of 
accidents  among  farm  workers,    several  States  have  extended  their  workmen's 
compensation  laws  to  include  the  use  of  power  machinery,    especially  if  used 
for  commercial  work. 

Farmers  in  all  States  should  find  out  if  they  come  under  their  State  work- 
men's compensation  law,    or  if  any  part  of  their  operation  is  covered  by  the  law. 
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.Two  Types  of  Employer's 
Liability  Insurance 

There  are  two  types  of  liability  insurance  available  to  farmers  as  protec- 
tion from  suits  resulting  from  injury  or  death  to  employees. 

(1)  Employer's  Liability  Policy 

(2)  Workmen's  Compensation  Insurance  Policy 

Employer's  Liability  Policy 
Coverage 

Under  the  laws  governing  an  employer's  liability,   a  farmer  would  not  be 
held  liable  in  court  if  his  injured  employee  were  found  negligent.     If  the  farmer 
were  found  negligent,    the  amount  of  the  award  to  the  employee  would  be  deter- 
mined by  the  injury.     A  farmer  might  be  in  great  difficulty  if  he  had  no  liability 
insurance  coverage,    or  if  it  were  not  enough  to  pay  a  judgment  against  him. 

The  significant  thing  about  the  employer's  liability  policy  is  that  it  protects 
the  farmer  against  suits  by  his  hired  help.     Whether  the  farmer  is  liable  or 
not  is  governed  by  who  is  at  fault--the  farmer  or  his  employee. 

The  basic  coverage  usually  provided  by  an  employer's  liability  policy  is 
$5,000  for  bodily  injury  or  death  to  one  employee,    and  $10,000  if  two  or  more 
employees  are  involved  in  the  same  accident.     Medical  payments  of  $250  for 
each  person  injured  are  usually  included  in  the  basic  policy.     Higher  limits 
may  be  obtained  for  extra  premiums.     The  cost  of  employer's  liability  insur- 
ance varies  by  States. 

The  employer's  liability  policy  is  often  used  to  cover  liability  for  occupa- 
tions that  are  exempted  from  the  workmen's  compensation  laws.     However,    it 
is  possible  for  a  farmer  who  is  exempted  from  these  laws  to  obtain  from  most 
companies  a  voluntary  compensation  endorsement  to  his  employer's  liability 
policy.     This  consists  of  an  agreement  between  the  farmer  and  the  company 
under  which  the  company  agrees  to  pay  benefits  to  injured  employees  in  accord- 
ance with  the  listed  amounts  specified,    by  kinds  of  injuries,    in  the  workmen's 
compensation  law  of  the  particular  State. 

Workmen's  Compensation  Insurance  Policy 
Coverage  and  Cost 

A  workmen's  compensation  insurance  policy  guarantees  payments  to  an 
injured  employee  in  accordance  with  a  schedule  of  awards,   by  type  of  injury, 
that  has  been  established  in  each  particular  State  by  its  workmen's  compensa- 
tion law.     Under  this  policy  the  question  of  negligence  or  fault  is  disregarded, 
and  an  award  to  an  injured  employee  by  the  State  industrial  commission  or 
accident  board  is  payable  by  the  insurance  company  that  issued  the  policy 
covering  the  injured  employee. 

With  a  few  exceptions,   farmers  are  usually  exempted  from  workmen's 
compensation  laws.     However,    they  may  voluntarily  come  under  the  laws. 

-  6  - 


They  may  do  this  by  taking  out  workmen's  compensation  insurance,  by  notifying 
the  State  industrial  commission  or  accident  board  of  this  action,  and  by  posting 
notice  of  such  action  on  their  premises. 

The  significant  thing  about  workmen's  compensation  laws  is  that  they  estab- 
lish the  schedule  of  payments  that  must  be  made  to  an  employee  for  each  type 
of  accident  he  might  suffer,    and  the  amount  for  accidental  death.     Workmen's 
compensation  insurance  guarantees  these  payments. 

If  the  law  of  a  State  permits  an  employee  to  reject  workmen's  compensa- 
tion insurance  coverage  and  to  sue  in  court,  the  insured  farmer  is  protected 
against  any  common-law  liability  up  to  $25,000. 

The  premium  for  workmen's  compensation  insurance  depends  upon  the  rate 
per  $100  of  payroll  and  the  amount  of  the  annual  farm  labor  payroll.     The  rates 
range  from  about  $1  to  about  $6  per  $100  of  wages  paid.     If,    for  example,   a 
farmer  furnishes  room  and  board,    the  value  of  these  items  is  added  to  the 
actual  money  payment  to  determine  the  total  payroll.     Usually,    but  not  always, 
a  minimum  annual  premium  of  about  $25  to  $30--sometimes  more--is  charged. 

In  7  States,  workmen's  compensation  insurance  may  be  obtained  only  from 
State-operated  insurance  companies.  These  States  are  Nevada,  North  Dakota, 
Ohio,   Oregon,   Washington,    West  Virginia,    and  Wyoming. 

MOTOR  VEHICLE  LIABILITY 

As  owners  and  users  of  automobiles  and  trucks  on  and  off  the  farm,   farmers 
may  be  held  liable  if  operation  of  these  vehicles  result  in  personal  injury  or 
property  damage.     In  most  States  farmers  risk  losing  their  drivers'  licences 
and  registration  plates  if  they  become  involved  in  serious  accidents  on  public 
highways  and  are  unable  to  deposit  security  to  pay  damages. 

Under  certain  circumstances,    farmers  may  also  be  held  liable  for  the 
negligence  of  others  whom  they  permit  to  drive.     State  financial  responsibility 
laws  have  generally  extended  the  liability  of  an  owner  to  cover  the  liability  of 
any  person  who  is  legally  using  the  automobile  with  the  permission  of  the  owner. 

Principally  because  a  car  is  now  often  used  by  many  people,   both  inside 
and  outside  the  family,    automobile  liability  insurance  attaches  to  a  specific 
car,    and  follows  it  whether  it  is  operated  by  the  owner  or  is  in  legal  use  of  a 
permitted  driver.     This  is  true  except  when  there  is  a  change  of  ownership. 
If  an  insured  car  is  traded  in  on  a  new  one,    the  insurance  on  the  old  car  applies 
to  the  new  car  for  a  period  of  30  days.     Any  accident  within  30  days  is  covered 
automatically.     The  insurance  will  lapse  at  the  end  of  30  days  unless  it  is  trans- 
ferred to  the  new  car. 

Automobile  Financial 
Responsibility  Laws 

All  States  have  motor  vehicle  safety  and  financial  responsibility  laws.    These 
laws  were  passed  to  reduce  traffic  accidents  by  controlling  irresponsible  drivers. 
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Under  these  laws,    the  driving  permits  and  registration  plates  of  financially- 
irresponsible  drivers  may  be  withdrawn  under  certain  conditions. 

The  financial  responsibility  laws  are  similar  in  46  States  (Kansas  and 
South  Dakota  excepted).     They  apply  to  accidents  on  a  public  highway  in  which 
bodily  injury  or  death  occurs  to  someone  other  than  the  driver,    or  in  which 
there  is  property  damage  to  others  exceeding  a  minimum  listed  amount- - 
usually  $100.     In  general,   motorists  involved  in  such  accidents  are  required 
to  post  enough  security  to  cover  probably  damages.     Exceptions,    such  as  when 
a  motorist  is  clearly  not  at  fault,    apply  in  Florida,    Maine,    Mississippi,    New 
Hampshire,   North  Carolina,    Vermont,    and  Virginia. 

In  addition  to  the  security  required  to  take  care  of  an  accident  that  has  just 
occurred,    the  laws  in  most  States  require  a  motorist  to  furnish  proof  of  finan- 
cial responsibility  as  to  the  future- -usually  for  3  years- -if  he  is  unable  to  sat- 
isfy a  judgment,    or  if  he  is  convicted  of  a  violation  requiring  the  suspension 
or  revocation  of  his  driver's  license  and  registration  plates. 

Ordinarily,    a  motorist  would  not  lose  his  permit  or  plates,    nor  would  he 
have  to  make  a  cash  deposit  as  security,    if  he  had  an  automobile  liability  in- 
surance policy  which  covered  him  under  the  conditions  and  for  the  minimum 
amounts  required  under  the  State's  financial  responsibility  law. 

In  most  States,    the  financial  responsibility  laws  require  security  of  $5,000 
for  injuries  or  death  to  one  person  and  $10,000  for  injuries  or  death  of  two  or 
more  persons.     The  requirement  for  property  damage  is  usually  $1,000.    These 
security  requirements  are  known  as  5/10/1  limits.     Several  States  have  in- 
creased their  security  requirements  for  injuries  or  death  to  $10,000  and 
$20,000,    respectively.     A  few  States  have  increased  their  requirements  for 
property  damage  to  $2,000  and  others  to  $5,000.     The  12  States  that  require 
higher  amounts  of  security  than  5/10/1  are  Connecticut,    Maine,   Maryland, 
Minnesota,    Mississippi,   Missouri,    New  York,   Ohio,    South  Dakota,    Texas, 
Vermont,    and  Wisconsin. 

One  of  the  more  important  advantages  of  using  insurance  to  prove  financial 
responsibility  is  that  payments  are  guaranteed  when  loss  or  damage  covered 
by  a  policy  occurs.     Usually  the  financial  responsibility  laws  provide  that  no 
agreement  between  the  policyholder  and  claimant,    nor  the  bankruptcy  of  the 
insured,    shall  relieve  the  company  of  its  obligation  under  the  policy.     The 
intent  of  the  law  is  to  make  sure  that  the  innocent  injured  victim  is  compen- 
sated. 

Coverage  and  Cost  of 
Liability  Insurance 

A  company  issuing  a  standard  automobile  liability  policy  agrees  to  pay  up 
to  the  limits  of  the  policy  such  claims  as  the  insured  may  become  obligated 
to  pay  because  of  liability  imposed  upon  him  by  law.     In  addition,    if  a  case 
goes  to  court,    the  insurance  company  furnishes  the  lawyer  and  pays  all  court 
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costs.  Liability  must  be  clearly  recognized  or  proved  before  the  company  is 
obligated  to  pay.  If  the  insured  motorist  is  found  without  fault  in  an  accident, 
there  can  be  no  liability  against  him  or  his  company. 

Standard  automobile  liability  insurance  policies  provide  two  types  of 
coverage-- 

(1)  Bodily  injury 

(2)  Property  damage 

Automobile  liability  insurance  companies  have  adapted  their  policies  to 
meet  the  special  conditions  imposed  by  the  motor  vehicle  financial  responsi- 
bility laws  of  the  various  States,    at  least  up  to  the  amount  of  the  basic  cover- 
age required  in  the  State  in  which  the  policy  is  issued.     Higher  limits  are 
available  to  motorists  who  wish  to  protect  themselves  against  higher  require- 
ments in  other  States,    or  against  judgments  that  might  be  higher  than  the  min- 
imum security  required  to  be  posted  in  their  own  or  other  States. 

Most  liability  policies  list  as  optional  coverage: 

(3)  Medical  payments 

Under  medical  coverage,    payments  are  made  to  anyone  who  is  injured  or  killed 
while  lawfully  entering,    riding  in,    or  alighting  from  an  insured  automobile. 
The  standard  payment  to  each  injured  person  is  usually  $500  to  defray  medical, 
hospital,    and  nursing  costs.     In  event  of  death,    the  payment  may  be  applied 
toward  funeral  expenses.     The  amount  of  medical  coverage  may  be  increased 
with  the  payment  of  an  additional  premium.     Medical  benefits  are  not  author- 
ized if  the  injured  person  was  acting  in  the  course  of  his  employment  at  the 
time  of  the  accident  and  was  covered  by  workmen's  compensation  insurance. 

Under  certain  conditions,    the  automobile  liability  policy  covers  any  liability 
of  an  owner  for  the  negligence  of  another  person  whom  he  permits  to  drive. 

Generally,    a  light  trailer  attached  to  an  insured  passenger  automobile  is 
covered. 

Premium  rates  for  automobile  liability  insurance  fall  into  three  classes: 

Class  1.- -Individually  owned  automobiles,    not  ordinarily  used  full  time 
in  business,    and  with  no  driver  under  25  years  of  age. 

Class  2. --Individually  owned  automobiles,  including  business  and  non- 
business usage,  where  there  are  one  or  more  drivers  in  the 
household  who  are  under  25  years  of  age. 

Class  3.- -Individually  owned  automobiles,    with  no  prohibition  against 
business  use,  if  not  driven  by  persons  under  25  years  of  age. 

Rates  are  lowest  for  class  1  risks  and  highest  for  class  2  risks.     Most 
companies  grant  farmers  a  15-percent  reduction  in  premiums  on  class  1  and 
class  2  risks,  and  under  a  new  proposal  the  reduction  may  be  increased  to 
20  percent. 
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